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ABSTRACT 
The rising numbers of business enterprises in Kenya has seen few of these 
businesses make it to the end or give anticipated profit by owners. Several factors 
including poor management, unfavourable government policy, inadequate capital 
and stiff competition has been associated to failure of these businesses. The main 
aim of this study is to access the impact of inventory management and control on the 
growth and success of small scale businesses in Kenya. The Specific objectives of 
this study being, to determine the level of understanding by the management of these 
businesses on issues of inventory management and control in businesses. Third, to 
determine factors those are limiting supermarkets from managing their inventories 
adopted by different businesses in controlling and managing its inventory. The study 
used a cross-sectional surveyed design to collect the required information. The target 
population of the study was 100 employees from two branches of Nakumatt 
supermarkets in Kenya. Questionnaires were used as a tool of data collection; the 
data was then analysed using descriptive statistics, frequent table and charts. The 
main findings of the study were; most of the small enterprises have not yet embraced 
the use of inventory control and management to the advantage of the business. 
Third, inadequate use of modern technology i.e. E.D.I has limited most of 
organizations from implementing inventory management and control systems given 
that they are still using old methods in carrying out their daily activities. The earlier 
business entity starts implementing inventory control systems in their operations the 
better for the future performance of their businesses. Inventory control by 
businesses, accrue to more profits due to reduced wastages and avoidance of 
unnecessary expenses hence boosting performance of businesses. 
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DEFINITION OF TERMS 
Inventory  Quantity of raw materials, 
components, assemblies,      
consumables, work-in-progress 
and finished stock that are kept 
for use as need arise 
Strategy-   The direction and scope of an 
organization over the long-term which 
achieves advantage for the organization 
through its configuration of resources 
within a challenging environment, to 
meet the needs of markets and to fulfil 
stakeholder expectations (Johnson and 
Scholes; 2009). 
Inventory control Inventory management is the process of 
designing and maintaining inventory 
systems for controlling the planned 
balance between inventory and sales. 
Lead times the time interval between the initiation 
and the completion of a production 
process. Such as the time taken between 
placing an order and receiving it 
Customer service Refer to those activities that occur at the 
interface between the customer and the 
corporation which enhance or facilitate 
the sale and use of the corporation’s 
product and service 
AcABC analysis  An inventory classification technique in 
which the items in inventory are 
classified according to the value 
generated in annual sales 
vi 
 
EOQ An approach of determining the optimal 
inventory level that takes into account 
the inventory carrying costs, stock-out 
costs and total costs which are helpful in 
the determination of the appropriate 
inventory levels to hold 
Just-in-time An inventory control system that 
attempts to reduce inventory levels by 
coordinating demand and supply by the 
point where the desired item arrives just 
in time for use 
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LIST OF ABBREVIATION 
 
EOQ -Economic Order Quantity 
  CBD  -Central business district 
ABC  - Activity based costing 
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CHAPTER ONE 
1.1 Introduction 
Supermarkets are mostly involved in transacting with already finished products which are 
ready for selling. In transacting with these types of merchandise, the business should 
always have enough stock to enable an effective and reliable supply of the products to 
their customers. Lack of enough stock in place may lead to loss of customers to the 
competition and hence a loss in the proceeds of the business. 
1.2 Background of the study 
 
Businesses are nowadays taking a great look at inventory being the asset that provides a 
sustained competitive advantage in the business environment. Changes in business 
environment have led to increased importance of managing inventory. The changes that 
have brought great concern in the business environment includes an increase in 
globalization, changing demographic patterns, diversified cultures, changes in the 
economic variables, changes in sociology and the influx of technology in the global 
scene. 
 In this case, a store and purchasing department that lacks strategic integration fails to 
provide the highly needed competitive advantage for the survival in the dynamically 
changing business environment. Thus the role played by inventory management in small 
scale businesses is of great importance.  
To avoid loss of customers due to stock-outs, a system should be put in place to control 
the stock level of goods and ensure an adequate supply of goods and minimize the costs 
involved in providing enough and reliable stock of goods to the customers. This is the 
overall objective of inventory management. 
Supermarkets are large retail markets that sells food and other household goods and they 
are usually operated on a self-service basis. Mostly they are located in towns, cities and 
shopping centres to attract more sales from people visiting those areas. They mainly deal 
with already manufactured goods which are outsourced from other manufacturing 
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entities. Most of supermarkets in Kenya have their branches all over the country to ensure 
that they reach their interior customers. 
In Kenya, supermarkets are located in the major town centres which have a 
considerable population size to provide demand for products. The population of the 
country has increased considerably from that of previous decades and it is anticipated to 
clock 40 million from last year’s national census. This provides an affluent market for 
merchandise and a likely growth in businesses. The economy of the country is in an 
upward growth from a decreased economic activity during the past post-election violence 
that rocked most of the major towns of the country. Business development has greatly 
benefitted from the fact that in recent year, the government has made considerable 
headway in terms of making the business environment in Kenya more attractive to 
investors. 
Many businesses have been established in all major towns. Nairobi having the bulk of 
businesses is seen as the most lucrative location for opening of stores. Nevertheless, 
opportunities in Nairobi’s central business district seem to have become exhausted with 
supermarkets and small scale business stores. Recent trends have shown that some of the 
larger businesses are beginning to open stores in sub-urban districts which have longer 
term potential. With a secured flow of income from businesses, focus has been shifted 
from the bulk of stock in place, to determining what level of stock should be kept and 
avoid the high losses in the businesses due to stock shortages.  
The stock shortage is the difference between the amount of merchandise that is believed 
to exist in the store as stock according to records and the amount of stock that the 
physical inventory actually reflects to be in stock. Therefore it is important for small 
scale businesses to control losses due to stock shortages and theft. 
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 1.2.2 Profile of Nakumatt supermarket 
Nakumatt is a Kenyan supermarket chain. "Nakumatt" is an abbreviation for Nakuru 
Mattress.  
 Nakumatt Holdings Ltd. owns and operates a chain of supermarkets in East Africa, 
Uganda, and Rwanda. It also operates convenience stores and hypermarkets. The 
company also provides gift vouchers, gift cards, and VISA cards. Nakumatt Holdings 
Ltd. was founded in 1987 and is based in Nairobi, Kenya. Nakumatt had nearly 65 stores 
in the African Great Lakes countries of Kenya, Uganda, Rwanda and Tanzania. It has 
employed over 5,500, employees and had gross annual revenue in excess of US$450 
million.  
Branches 
As of October 2015 the supermarket chain had 55 stores in the African Great Lakes, 
including at the following locations, including Nakumatt lifestyle which this project has 
dwelled on so much. 
Ownership 
Nakumatt is a wholly Kenyan, privately held company, owned by the Atul Shah family 
and Hotnet Limited. In July 2013, chain planned to sell a 25% stake to yet an unidentified 
investor and use the funds for regional expansion. After that sale, the Shah family will 
still remain the largest shareholder in the company 
1.3 Statement of the problem 
In an effort to embrace inventory control and management, many firms are providing 
information and strategy planning with a clear understanding of the facts of the business. 
Informed decision can be undertaken in order to improve inventory control system. One 
of the biggest challenges, that most business face is developing effective inventory 
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control system, which matches their organizational goals for maximum profitability 
of the business. 
Green and Mischadick (2001) focused on inventory level as a strategy for 
maximizing profit and they found that just like any investment in business; inventory 
needs to serve the purpose of maximizing profit. He also focused on inventory value 
using six-sigma, which considered the value addition or utilization of existing 
equipment considered outdated to produce high quality product efficiently. They found 
out that old equipment are viewed as not worth understanding and improving for 
operations, however, replacement cost can be staggering. 
The study was based on the accuracy of the investigation on the methods to improve 
procurement and inventory control.  Businesses experience high losses due to stock 
shortages, spoilage and theft, this is as result of mistakes that have been made in keeping 
track of inventory, which means that the discrepancy issue to recording error or actual 
theft of merchandize. Some bookkeeping errors are bound to happen because people 
make mistakes. Far more serious, though is theft by employees or by customers stock 
damage is greatest during the holiday season and during special sales when customers are 
rushed and handle merchandize carelessly. These losses may also be due to increased 
competition which has led to reduction in market share, lack of enough capital 
for expansion and reliable suppliers. 
1.3 General Objective 
The objective of the study was to investigate the impact of inventory control on the 
performance of businesses. 
1.4 Specific Objectives. 
1.4.1  To assess the effect of warehouse space utilization on the performance of       
organization. 
1.4.2    To assess effects of inventory service cost on the performance of organization. 
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1.4.3 To assess risk associated with stock-outs and its impact on organization     
performance. 
1.4.4 To determine level of investments made in the inventories that are needed for 
sales and operational activities. 
1.5 Research questions 
This study will address the following questions: 
1.5.1 To what extend do organization ensure good utilization of its warehouse? 
1.5.2 How does management make decisions on what capital to be invested in 
 inventory?  
1.5.3 How do organizat ions manage risks associated to holding            
inventory? 
1.5.4 How does the organizat ion arrive at the decision on capital to be 
invested in inventory? 
 
1.6 Significance of the study 
 
The study is intended to help understand the effectiveness and role of inventory control 
and its effect on the operation of the business. This study therefore aims at evaluating the 
effectiveness and the success of inventory controls. This study is therefore so significant 
because management, suppliers of the products/materials, the public at large are going to 
benefit. In this case the manager will be enlightened on alternative ways of inventory 
control and problems associated with inventory management and application of inventory 
control systems. The suppliers will be able to ascertain the amount of material or product 
that a certain organization will demand or need at a particular period of time, thus they 
are able to plan for their production level. The study will also help the society in such a 
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way that they will know how to manage their asset especially the inventory they have. In 
the business situation customers will be assured of continuous flow of goods and services 
thus their needs will be satisfied, as the organization serves as a purchasing agent for the 
community. 
1.7 Assumptions of the study 
 
A major accounting issue arises when identical units of merchandise are acquired at 
different unit costs during a period. In such cases, when an item is sold, it is necessary to 
determine its unit cost using a cost flow assumption so that proper accounting entry can 
be recorded. 
There are 3 common inventory cost flow assumptions used in business, each identified 
with an inventory costing method: A cost flow is in the order in which the costs were 
incurred, flow is in the reverse order in which costs were incurred and cost flow is an 
average of the costs. 
1.8 Limitation and scope of study 
The study will look at the role played by inventory control systems in businesses, and the 
case study will be on branche of Nakumatt supermarket located within Nairobi city 
(CBD). This will help ease the accessibility and identification of respondent on the same 
note help on cost minimization. 
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CHAPTER TWO 
LITERATURE REVIEW 
2.1 Introduction 
This chapter explains the theoretical and empirical evidence about inventory control. In 
theory of constraint, most organization performance limiting factors are identified and 
necessary action taken to minimize these factors, the theory will be deeply discussed in 
this chapter in relation to lean management. In practice the chapter tries to look at 
previous studies done on the inventory management. It also establishes the knowledge 
gap. Successful inventory control involves balancing the costs of inventory with the 
benefits of inventory. Many small business owners fail to appreciate fully the true costs 
of carrying inventory, which include not only direct costs of storage, insurance and taxes, 
but also the cost of money tied up in inventory. 
2.2 Theoretical literature review 
2.2.1 Theory of constraints 
The Theory of Constraints is a methodology for identifying the most important limiting 
factor (i.e. constraint) that stands in the way of achieving a goal and then systematically 
improving that constraint until it is no longer the limiting factor.  
The theory of constraints (TOC) is an overall management philosophy introduced by 
Eliyahu M. Goldratt in his 1984 book titled “The Goal”, that is geared to help 
organizations continually achieve their goals. According to Goldratt (1984) the TOC is a 
methodology for identifying the most important limiting factor that stands in the way of 
achieving a goal and then systematically improving that constraint until it is no longer the 
limiting factor. A focusing process is used to identify the constraint and restructure the 
rest of the organization around it. 
The key assumption underlying the theory of constraints is that organisations can be 
measured and controlled by variations on three measures that are operational expenses, 
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throughput and inventory (Goldratt, 2004). Operational expense is all the money the 
system spends in order to turn inventory into throughput, inventory is all the money that 
the system has invested in purchasing things which it intends to sell. Throughput is the 
rate at which the system generates money through sales. Before the goal itself can be 
reached, necessary conditions must first be met. These typically include conditions which 
include safety, quality and legal obligations. The slender majority of businesses’ goal is 
to make money. However, for many organizations and non-profit business, making 
money is a necessary condition for pursuing the goal. Understanding how to make sound 
financial decisions based on throughput, inventory and operating expenses is a critical 
requirement. 
The Theory of Constraints takes a scientific approach to improvement. It hypothesizes 
that every complex system, including manufacturing processes, consists of multiple 
linked activities, one of which acts as a constraint upon the entire system (i.e. the 
constraint activity is the “weakest link in the chain”). 
So the ultimate goal of most manufacturing companies is to make a profit both in the 
short term and in the long term. The Theory of Constraints provides a powerful set of 
tools for helping to achieve that goal, including: The Five Focusing Steps (a 
methodology for identifying and eliminating constraints), The Thinking Processes (tools 
for analysing and resolving problems), Throughput Accounting (a method for measuring 
performance and guiding management decisions) 
Dr.EliyahuGoldratt conceived the Theory of Constraints (TOC), and introduced it to a 
wide audience through his bestselling 1984 novel, “The Goal”. Since then, TOC has 
continued to evolve and develop, and today it is a significant factor within the world of 
management best practices. 
One of the appealing characteristics of the Theory of Constraints is that it inherently 
prioritizes improvement activities. The top priority is always the current constraint. In 
environments where there is an urgent need to improve, TOC offers a highly focused 
methodology for creating rapid improvement. 
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A successful Theory of Constraints implementation will have the following benefits: 
Increased profit (the primary goal of TOC for most companies), Fast improvement (a 
result of focusing all attention on one critical area – the system constraint), Improved 
capacity (optimizing the constraint enables more product to be manufactured),Reduced 
lead times (optimizing the constraint results in smoother and faster product flow), 
Reduced inventory (eliminating bottlenecks means there will be less work-in-process). 
 
2.2.2 B asi c s  of  TO C  
Core Concept 
The core concept of the Theory of Constraints is that every process has a single 
constraint and that total process throughput can only be improved when the constraint 
is improved. A very important corollary to this is that spending time optimizing non-
constraints will not provide significant benefits; only improvements to the constraint 
will further the goal (achieving more profit). 
Thus, TOC seeks to provide precise and sustained focus on improving the current 
constraint until it no longer limits throughput, at which point the focus moves to the 
next constraint. The underlying power of TOC flows from its ability to generate a 
tremendously strong focus towards a single goal (profit) and to removing the principal 
impediment (the constraint) to achieving more of that goal. In fact, Goldratt considers 
focus to be the essence of TOC. 
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The Five Focusing Steps 
The Theory of Constraints provides a specific methodology for identifying and 
eliminating constraints, referred to as the Five Focusing Steps. As shown in the 
following diagram, it is a cyclical process. 
 
Linhares A. 2009 
Theory of Constraints uses a process known as the Five Focusing Steps to identify and 
eliminate constraints (i.e. bottlenecks). 
The Five Focusing Steps are further described in the following table. 
Step Objectives 
Identify Identify the current constraint (the single part of the process 
that limits the rate at which the goal 
Exploit Make quick improvements to the throughput of the constraint 
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using existing resources (i.e. make 
Subordinate Review all other activities in the process to ensure that they 
are aligned with and truly support the needs of the constraint 
Elevate If the constraint still exists (i.e. it has not moved), consider 
what further actions can be taken to eliminate it from being 
the constraint. Normally, actions are continued at this step 
until the constraint has been “broken” (until it has moved 
somewhere else). 
Repeat The Five Focusing Steps are a continuous improvement 
cycle. Therefore, once a constraint is resolved the next 
constraint should immediately be addressed. This step is a 
reminder to never become complacent – aggressively 
improve the current constraint 
 
 
2.2.3 The Thinking Processes 
The Theory of Constraints includes a sophisticated problem solving methodology called 
the Thinking Processes. The Thinking Processes are optimized for complex systems 
with many interdependencies (e.g. manufacturing lines). They are designed as scientific 
“cause and effect” tools, which strive to first identify the root causes of undesirable 
effects (referred to as UDEs), and then remove the UDEs without creating new ones. 
The Thinking Processes are used to answer the following three questions, which are 
essential to TOC: What needs to be changed?, What should it be changed to?, What 
actions will cause the change?( Eliyahu M. Goldratt. 2004). 
Examples of tools that have been formalized as part of the Thinking Processes 
include:Throughput Accounting is an alternative accounting methodology that attempts 
to eliminate harmful distortions introduced from traditional accounting practices – 
distortions that promote behaviours contrary to the goal of increasing profit in the long 
term. 
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In traditional accounting, inventory is an asset (in theory, it can be converted to cash by 
selling it). This often drives undesirable behaviour at companies – manufacturing items 
that are not truly needed. Accumulating inventory inflates assets and generates a “paper 
profit” based on inventory that may or may not ever be sold (e.g. due to obsolescence) 
and that incurs cost as it sits in storage. The Theory of Constraints, on the other hand, 
considers inventory to be a liability – inventory ties up cash that could be used more 
productively elsewhere. 
In traditional accounting, there is also a very strong emphasis on cutting expenses. The 
Theory of Constraints, on the other hand, considers cutting expenses to be of much less 
importance than increasing throughput. Cutting expenses is limited by reaching zero 
expenses, whereas increasing throughput has no such limitations. 
These and other conflicts result in the Theory of Constraints emphasizing Throughput 
Accounting, which uses as its core measures: Throughput, Investment, and Operating 
Expense. 
Core 
measures 
Definitions 
Throughput The rate at which customer sales are generated less truly variable 
costs (typically raw materials, sales commissions, and freight). 
Labor is not considered a truly variable cost unless pay is 100% 
tied to pieces produced. 
Investment Money that is tied up in physical things: product inventory, 
machinery and equipment 
Operating 
Expense 
Money spent to create throughput, other than truly variable costs 
(e.g. payroll, utilities, taxes, etc.) 
 
In addition, Throughput Accounting has four key derived measures: Net Profit, Return 
on Investment, Productivity, and Investment Turns. In general, management decisions 
are guided by their effect on achieving the following improvements (in order of 
priority): 
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The strongest emphasis (by far) is on increasing Throughput. In essence, TOC is 
saying to focus less on cutting expenses (Investment and Operating Expenses) and 
focus more on building sales (Throughput). 
 
Drum-Buffer-Rope;Drum-Buffer-Rope (DBR) is a method of synchronizing 
production to the constraint while minimizing inventory and work-in-process. 
The “Drum” is the constraint. The speed at which the constraint runs sets the “beat” 
for the process and determines total throughput. 
The “Buffer” is the level of inventory needed to maintain consistent production. It 
ensures that brief interruptions and fluctuations in non-constraints do not affect the 
constraint. Buffers represent time; the amount of time (usually measured in hours) that 
work-in-process should arrive in advance of being used to ensure steady operation of 
the protected resource. The more variation there is in the process the larger the buffers 
need to be. An alternative to large buffer inventories is sprint capacity (intentional 
overcapacity) at non-constraints. Typically, there are two buffers (Lyons, K and 
Gillingham M 2003): 
Constraint Buffer (immediately before the constraint; protects the constraint) 
Customer Buffer (at the very end of the process; protects the shipping schedule) 
The “Rope” is a signal generated by the constraint indicating that some amount of 
inventory has been consumed. This in turn triggers an identically sized release of 
inventory into the process. The role of the rope is to maintain throughput without 
creating an accumulation of excess inventory. 
 
 
2 .2 .4 The nature of constraints  
What are Constraints? 
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Constraints are anything that prevents the organization from making progress towards 
its goal. In manufacturing processes, constraints are often referred to as bottlenecks. 
Interestingly, constraints can take many forms other than equipment. There are 
differing opinions on how to best categorize constraints; a common approach is shown 
in the following table. 
Constraints Description 
Physical Typically equipment, but can also be other tangible items, 
such as material shortages and lack of people 
Policy Required or recommended ways of working. May be 
informal (e.g. described to new employees as “how things are 
done here”). Examples include company procedures (e.g. 
how lot sizes are calculated, bonus plans, overtime policy), 
union contracts (e.g. a contract that prohibits cross-training), 
or government regulations (e.g. mandated breaks). 
paradigm Deeply engrained beliefs or habits. For example, the belief 
that “we must always keep our equipment running to lower 
the manufacturing cost per piece”. A close relative of the 
policy constraint. 
Market Occurs when production capacity exceeds sales (the external 
marketplace is constraining throughput). If there is an 
effective on-going application of the Theory of Constraints, 
eventually the constraint is likely to move to the marketplace. 
 
There are also differing opinions on whether a system can have more than one 
constraint. The conventional wisdom is that most systems have one constraint, and 
occasionally a system may have two or three constraints. 
In manufacturing plants where a mix of products is produced, it is possible for each 
product to take a unique manufacturing path and the constraint may “move” depending 
on the path taken. This environment can be modelled as multiple systems – one for each 
unique manufacturing path (Eliyahu M. Goldratt. 2004). 
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Policy Constraints 
Policy constraints deserve special mention. It may come as a surprise that the most 
common form of constraint (by far) is the policy constraint. 
Since policy constraints often stem from long-established and widely accepted policies, 
they can be particularly difficult to identify and even harder to overcome. It is typically 
much easier for an external party to identify policy constraints, since an external party 
is less likely to take existing policies for granted. 
When a policy constraint is associated with a firmly entrenched paradigm (e.g. “we 
must always keep our equipment running to lower the manufacturing cost per piece”), a 
significant investment in training and coaching is likely to be required to change the 
paradigm and eliminate the constraint. (Eliyahu M. Goldratt. 2004) 
Policy constraints are not addressed through application of the Five Focusing Steps. 
Instead, the three questions discussed earlier in the Thinking Processes section are 
applied: What needs to be changed? Why should it be changed? What actions will cause 
the change? 
The Thinking Processes are designed to effectively work through these questions and 
resolve conflicts that may arise from changing existing policies. 
 
2.2.5 S implified roadmap  
An excellent way to deepen your understanding of the Theory of Constraints is to walk 
through a simple implementation example. In this example, the Five Focusing Steps are 
used to identify and eliminate an equipment constraint (i.e. bottleneck) in the 
manufacturing process (Eliyahu M. Goldratt. 2004). 
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Step One – Identify the Constraint 
In this step, the manufacturing process is reviewed to identify the constraint. A simple 
but often effective technique is to literally walk through the manufacturing process 
looking for indications of the constraint. 
The deliverable for this step is the identification of the single piece of equipment that 
is constraining process throughput. 
Step Two – Exploit the Constraint 
In this step, the objective is to make the most of what you have – maximize throughput 
of the constraint using currently available resources. The line between exploiting the 
constraint (this step) and elevating the constraint (the fourth step) is not always clear. 
This step focuses on quick wins and rapid relief; leaving more complex and substantive 
changes for later. 
The deliverable for this step is improved utilization of the constraint, which in turn will 
result in improved throughput for the process. If the actions taken in this step “break” 
the constraint (i.e. the constraint moves) jump ahead to Step Five. Otherwise, continue 
to Step Three. 
Step Three – Subordinate and Synchronize to the Constraint 
In this step, the focus is on non-constraint equipment. The primary objective is to 
support the needs of the constraint (i.e. subordinate to the constraint). Efficiency of 
non-constraint equipment is a secondary concern as long as constraint operation is not 
adversely impacted. 
By definition, all non-constraint equipment has some degree of excess capacity. This 
excess capacity is a virtue, as it enables smoother operation of the constraint. The 
manufacturing process is purposely unbalanced: 
Some useful techniques for this step include: 
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The deliverable for this step is fewer instances of constraint operation being stopped by 
upstream or downstream equipment, which in turn results in improved throughput for 
the process. If the actions taken in this step “break” the constraint (i.e. the constraint 
moves) jump ahead to Step Five. Otherwise, continue to Step Four. 
Step Four – Elevate Performance of the Constraint 
In this step, more substantive changes are implemented to “break” the constraint. These 
changes may necessitate a significant investment of time and/or money (e.g. adding 
equipment or hiring more staff). The key is to ensure that all such investments are 
evaluated for effectiveness (preferably using Throughput Accounting metrics).  
The deliverable for this step is a significant enough performance improvement to break 
the constraint (i.e. move the constraint elsewhere). 
Step Five – Repeat the Process 
In this step, the objective is to ensure that the Five Focusing Steps are not implemented 
as a one-off improvement project. Instead, they should be implemented as a continuous 
improvement process. this step also includes a caution…beware of inertia. Remain 
vigilant and ensure that improvement is on-going and continuous. The five focusing 
steps of the theory of constraints can utilize established lean manufacturing tools as 
shown in the above diagram (Eliyahu M. Goldratt. 2004). 
2.3 Empirical studies 
Green and MischaDick (2001) found out that just like any investment in 
business; inventory needs to serve the purpose of maximizing profit. 
However, in many cases inventory has turned  into a major cash flow constraint 
thus making it necessary to optimize inventory using analytical and statistical methods 
in an integrated approach. One of the biggest challenges in optimizing 
inventory is the fact that it  is merely an output of many inter-organizational 
processes, all too often organization attempt to lower inventory using on-analytical 
approaches which lower service levels. 
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2.3.1 Warehouse space utilization 
Warehouses are expensive for companies to operate. The cost of the land, building, 
machinery, labour and the items stored in the warehouse can amount to a significant 
sum of money (Arnold, M2008). Most companies would like to maximize the operation 
of the warehouse, either by streamlining the placement and picking of goods, reducing 
the time goods are stored in the warehouse, or automating as much as possible to 
minimize labour costs, while improving accuracy. Companies can also reduce their 
costs and improve efficiency of their warehouse by maximizing the space utilization, 
ensuring that it is possible to store as many items as possible in the most optimum 
space. Cannon, A. R. (2008). 
Having a large warehouse is not always good business practice. A large warehouse 
means that a business can store large numbers of items there, which all have a cost 
associated with them. In addition, a large warehouse means staff is not looking to utilize 
space efficiently and this can cause unnecessarily long travel times between locations, 
causing additional fuel costs, labour costs, and delays in loading or unloading trailers. 
Smaller warehouses can cause companies to be more creative in their thinking, which 
can lead to improving space utilization in the warehouse leading to short travel times, 
improved loading and unloading, and overall efficiency improvements. 
One area that is often overlooked when warehouse space is not an issue is to ensure that 
the warehouse space is consistent with the items to be stored. For example, if a finished 
good is packaged in a container 3 feet by 3 feet, then the area where the item is stored 
should reflect that size. If the rack of bin location was designed to accept a 4 feet by 4 
feet box, then there is a lot of empty space when a 3-foot square box is placed there. By 
making sure that the bin location is suitable for the item, the change can free up space in 
the warehouse, and the company is no longer paying money to store air around an item, 
Cannon, A. R. (2008). 
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Maximizing space utilization can help with keeping inventory visible and easy to find. 
Some warehouses with limited space can cram items on a shelf, which they believe is 
helping with space utilization, but in fact can be detrimental as some items can become 
harder to find if larger items are placed in front. This can slow down picking and the 
delivery of items to the customer, and possibly customer satisfaction. 
When a supermarket has performed some space utilization project they often find that 
they do not need as large a warehouse as they had been using. This can lead to a number 
of revenue generating possibilities such as renting out warehouse space to a third party, 
moving other company facilities into the warehouse space reducing costs elsewhere, or 
using the space for additional manufacturing. 
 
2.3.2 Inventory Service Cost 
The cost of carrying inventory is used to help companies determine how much profit 
can be made on current inventory. The cost is what a business will incur over a certain 
period of time, to hold and store its inventory. The carrying cost of inventory is often 
described as a percentage of the inventory value. This percentage can include taxes, 
employee costs, depreciation, insurance, and the cost of insuring and replacing items. 
There are four main components to the carrying cost of inventory; capital cost, storage 
space cost, inventory service cost, and inventory risk cost. 
The cost of carrying inventory will include inventory service costs. These costs include 
insurance paid on the inventory and taxes to local government. The insurance that a 
company pays is dependent on the type of goods in the warehouse as well as the level of 
inventory. The higher the level of inventory in the warehouse, the higher the insurance 
premium will be. Many local authorities tax the level of inventory in the warehouse, so 
higher levels of inventory will lead to higher taxes paid and a higher inventory service 
cost. 
The storage space cost is a combination of the warehouse rent or mortgage, lighting, 
heating, air conditioning, plus the handling costs of moving the materials in and out of 
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the warehouse. Some of the costs are fixed, such as rent or mortgage, but there 
are variable costs, such as the handling of the materials that will vary with the level of 
inventory. When a 3PL is used or a private warehouse, all the costs may be included in 
a monthly cost so the storage space cost is not relevant when determining the cost of 
carrying inventory. 
When companies are looking to reduce costs, a great many times they ignore the 
inventory sitting in their warehouses and the cost of carrying that inventory. It is 
important for businesses to carefully examine all the costs of carrying inventory and 
determine where they can make changes to reduce that cost and help with the 
company’s bottom line. 
2.3.3 Inventory Risk Cost 
Carrying inventory comes with a certain degree of risk. This risk is a component of the 
cost of carrying inventory. When a company stocks items in the warehouse there is 
always the risk that the items may fall in real value during the period they are stored. 
For example, an item could become obsolete or superseded by a new model or version. 
If a company stored parts for their work centres or equipment, but those parts were 
replaced with a new version, the parts in the warehouse could be worth far less than the 
price that was originally paid. In the retail industry the risk is much higher as finished 
items may be seasonally specific. If the items remain in the warehouse too long, the 
value may be a fraction of the original worth. Cox, Jeff; Goldratt, Eliyahu M. (1986) 
Other aspect of inventory risk includes the possibility that the stored items may expire, 
especially with items that have a sell-by date or use-by date. If the items expire then 
they can become worthless and have to be scrapped. Items in the warehouse can also 
degrade, by water damage, heat damage, or by incorrect storage. Pilferage and 
theft should also be included in the inventory risk cost. 
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2.3.4 Inventory investment  
Inventory investment is a measurement of the change in inventory levels in an economy 
from one time period to the next. Economists watch these levels closely, as they are 
often tied to the level of an economy's gross domestic product. If inventory levels go up 
from one point in time, inventory investment is classified as positive, and it is classified 
as negative if levels fall. This measurement is often a good indicator for the future 
direction of an economy, although it is not always accurate. 
There are many measurements used by economists and other financial experts in an 
effort to determine the overall strength of a particular economy. They often focus on the 
consumption levels of consumers as one way to tell if the economy is headed in the 
right direction. The reaction of businesses, in terms of how much product they have in 
stock, can be equally as important. The ever-changing level of economy-wide inventory 
is also known as inventory investment, and its effect on the economy should not be 
understated. 
How much inventory an economy has as its disposal in terms of raw numbers isn't a 
very useful measurement without any context to surround it. That is why economists 
focus on the change in inventory investment from one period to the next. Thus, the 
behaviour of businesses toward their inventory in one time period can have a distinct 
impact on the way the economy as a whole behaves in future periods. 
It is important to note exactly what goes into inventory measurement when trying to 
understand how it is connected to the economy. To measure them accurately, inventory 
levels should be measured only at the end of a time period, as sales will affect inventory 
levels during a specific period and skew the numbers. In addition, inventory investment 
is only relevant in terms of how it relates to current levels of production. That is why it 
is measured by how it changes from one period to the next, because past production of 
inventory isn't counted. 
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The level of inventory investment can often be an indicator of the overall performance 
of an economy. For example, during times of recession, the inventory levels often drop 
as a result of businesses tightening their belts and responding to reduced demand for 
products. Still, the inventory levels often drop even during periods when an economy 
surges, possibly as a result of businesses being slow to catch up to the increased 
demand. As this is the case, inventory measurements should be studied along with other 
factors for a complete economic picture 
2.4 Critical literature review  
In today’s world every business tries to strike a balance in inventory between what is 
needed and what is demanded, considering the major factor of cost cutting/reduction. 
This control is called Inventory management or inventory control. Inventory is basically 
assets (goods and materials) which are stock of any business. Inventory management 
focus on the capacity of the inventory, the place in which it is located so that one can use 
it when needed, the supply chain management of the raw materials and goods. Inventory 
management deals with the demand forecasting, asset management of the raw materials 
and goods, inventory carry cost, forecast, pricing of goods, validation of goods, to 
forecast the demand of future. This helps the top level manger to understand and 
coordinate with the supply chain management or production management, and quality 
management. 
2.4.1 The three important objectives of Inventory management are 
Satisfactory level of service: Most company measures the ability to satisfy the customer 
by the following 3 factors / methods;  Number of order which act per schedule, Number 
of order which are shipped as per schedule and the idle time in inventory as well as 
shortage 
Minimizing inventory investments; most company try to minimize the money associated 
with inventory so as to improve profitability of the company. This is measured using 
inventory turnover ratio (Measures how quickly the inventory is getting out of system to 
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the consumer) Its calculated using formula- Sales / inventory or cost of goods sold / 
average inventory  
Efficient inventory control; Efficient inventory control includes how the inventory are 
scheduled properly, no delays between sniffing of raw materials and goods. The amount 
of raw materials determines the workforce and other factors. Every company will incur 
fixed cost and vertical cost. There should be a balance between the fixed cost and 
variable cost. 
To have progress in operations: A company must have certain purchased items like the 
raw materials and goods sold in order to manufacture its product. Running out of only 
one item can prevent a manufacturer from completing the production of its finished 
goods. 
Lead Time: the time that lapses between the order placing (production and purchase order 
issued in the factory floor) and actually receiving the ordered. The more and more the 
lead time, the more and more of the quantity of goods the company should must carry in 
stock. 
Requirements leveller: Inventory is mainly used to maintain a steady rate of output 
[mainly to avoid the hiring cost and training the new personnel], while determining the 
forecast of inventory, increase in demand is called anticipation inventory 
2.4.2 Types of inventory 
Raw materials: the materials that are used in a conversion process of manufacturing to 
convert them into partly or completely finished goods. These items include commodities 
or materials extracted by the firm or its subsidiaries. They can also be bought by the firm. 
A partially completed item may be considered as finished goods by the supplier, but this 
could also be the raw material of the purchaser.  
Work in process: this includes all the materials, components, assemblies, subassemblies, 
etc. which are being incorporated into the system. They include all the materials from the 
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start till they are ready and are awaiting inspection before they form the completed 
product. 
Finished goods: finished goods are those which have gone through the entire process of 
manufacturing and are completely ready to be sold to customers. Finished goods 
inventory is the collection of completed products. Finished goods also mandatorily have 
to pass all tests and inspections before they are sold to either retailers, distributors or 
directly to customers. Typically a manufacturer has a good stock of raw materials, work 
in process and finished products. A retailer or wholesaler has a big collection of finished 
goods ready to be sold. 
Transit inventory: inventories many times have to be transported from one location to the 
other as they pass through the levels of manufacturing. These inventories are called 
transit or pipeline inventories as they are in transit from a location to another.  
Buffer inventory: inventories are sometimes used to counter attack the uncertainties of 
demand and supply. They could also be used to take care of unforeseen situations like 
poor transportation; poor quality etc. buffer inventory or safety stock is the amount of 
stock which is in excess compared to the current demand of goods. The more safety stock 
a firm has very small is its probability of running into a stock out situation. 
Anticipation inventory: firms often purchase and hold stock which is much higher than 
their present requirements in anticipation of a future event.  
This method allows firms to build up their inventory reserves when the demand is 
declining and as the demand shoots up they can utilise the inventory. The firms need not 
increase their production capacity and overload their workers when there is a sudden rise 
in demand. 
Decoupling inventory: the production time of each machine used in a manufacturing 
plant varies. Some systems produce more products in the same time duration. The 
faltering of any machine must not affect the entire production process. Thus decoupling 
inventory acts as a shock absorber and decouples the dependence on sequential process. 
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2.4.3Various costs related to inventory management: 
Ordering cost and cost of acquisition: Large organisations have separate purchase offices 
which handle the purchasing of huge inventories. Demands are technically analysed and 
decisions about inquiries, tenders and orders are made. An additional cost is included for 
each step this is all summed up to arrive at the Ordering cost and cost of acquisition 
Shortage or stock out cost: Whenever an item is not available when required then it 
causes delay to all the process which require that item. This causes a loss since the work 
at a stage is delayed or even stopped at times. Consider an example of a locomotive, if its 
production is held up due to lack of availability of spare parts then it causes loss due to 
delay in completion. If the part has to be bought from outside the firm the additional 
expense is incurred (Lyons k and Gillingham M2003). 
Systems cost: These costs are related to the type of control mechanisms and systems 
being used to monitor the production process. 
2.4.4 Inventory management techniques: 
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One of the vital objectives of a firm is to control inventories efficiently in accordance 
with the shareholders. Optimum utilization of the inventories aids to achieve that 
objective, as well as reap profit. The inventories which are controlled efficiently make the 
firm flexible and avoid disasters like running out of stock and pilling up of unnecessary 
stock which increases the level of investment and does not bring the firm profit. The 
following questions help to manage the inventories properly. How much should be 
ordered? (Economic order quantity), and When should it be ordered? (Re-order point)  
ABC analysis; Based on the Pareto Principle (also known as the 80-20 rule stating that 
80% of the overall consumption value is based on only 20% of the total items), ABC 
analysis is a popular technique for dividing on-hand inventory into three categories: A, B, 
and C, based on annual consumption unit, inventory value, and cost significance (Lyons k 
,and Gillingham M2003).. 
The trick is to manage each category separately and as required, as not every category 
needs the same amount of attention and effort. ABC Analysis allows for the prioritization 
in terms of managing different goods and inventory, where selective control and 
allocation of funds and human resources is deployed. 
For instance, A Items should be eyeballed constantly and put under special and tight 
inventory control because the need for reordering will be more frequent and continuous. 
On the other hand, items in Category C require minimum attention and can be kept under 
simple observation, employing a rather hands-off approach. 
Economic order quantity 
Economic order quantity deals with problems like the amount of stock to be furnished on 
the depletion of stock, the planning of production. So the firm has established the 
economic lot size. This involves two types of costs (Lyons k and Gillingham M2003). 
Ordering costs: it includes the cost of the following: Purchase, Requisition, Ordering, 
Receiving, Transporting, Inspecting and Storing 
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Ordering cost differ according to the orders placed. The clerical and the staff costs remain 
the same as long as they are committed costs. On the other hand if the quantity of the 
order increases, the clerical and staff costs may increase. If the quantity is reduced the 
clerical and the staff force can be used in other departments hence the cost can be 
included to the ordering cost. As the ordering costs is proportionate with the number of 
orders placed a large inventory helps in reducing the order cost as the number of orders 
reduce. 
Carrying cost: it includes the cost of the following: Storage, Insurance, Taxes and 
Deterioration, The storage costs include warehousing cost, stores handling cost and 
administrative cost. Carrying costs differ with inventory size and is in contrast with that 
of ordering cost which reduces with the increase in inventory level. 
Re-order point: it means the point at which the firm should restock its inventory. In order 
to be certain of the time of restock, the firm should know the following: 
Economic order quantity: Safety stock: the actual delivery time might differ from the 
normal lead time. If there is an increase in actual usage or delay in delivery of stock it 
may prove to be expensive for the firm so in order to protect themselves from such 
mishaps they can maintain a safety or back-up stock 
Just in time: Just in time became famous because of the Japanese firm. It means that the 
materials arrive in time for production and hence maintenance of inventories is not 
needed but then the delivery and production have to be well co-ordinated. It also has its 
drawbacks like if the quality of the material is poor it will be a hindrance for production. 
The success of just in time depends on quality management and the relationship with the 
supplier. 
Out sourcing: As times are changing so are the practices of companies. Nowadays 
companies tend to outsource. That is buying components from some other firms. 
Computerized inventory control system: Technology is made controlling of inventories 
easier by computerized inventory control that is everything from tracking, revising, 
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counting. It also restocks the inventory by reordering when necessary that is possible 
because of the information system which is linked between the buyer and supplier. 
However it is not practical for large retail stores (Lyons k and Gillingham M2003). 
2.5 Conceptual frame work 
Warehouse space utilization 
 
Stock-outs 
                     Affects 
                                         
                                                                                                     Dependent variables 
Inventory investments 
 Independent variables 
The performance of two Nakumatt branches stated below is mainly determined by the 
various factors as seen in the diagram shown above. A good warehouse that is 
economical in space will help in cutting down unnecessary expenditure such as theft and 
cost of rent. When it comes to stock-outs they lead to reduces sales or failure by the 
supermarket to meet its customers’ needs due to reduces sale resulting from lack of 
enough stock 
Retail store management need to also ensure that they also reduce or eliminate risks 
associated with inventory i.e. theft, spoilage and fire so as to avoid occurrence of losses 
that might come as a result of poor inventory control 
Finally, the management also need to do a lot of research before investing inventory, this 
has do with customers demand and market environment in general so that not to risk 
buying a stock that has no demand in the market or even buying it at cost not affordable 
to customer this will be wastages of capital  
 
Inventory risks 
Effective 
organization 
performance 
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2.6 Operational frameworks 
This explains how the study measures variables in order to assess factors affecting the 
performance of Nakumatt supermarket in relation to the inventory control as strategy to 
boost performance of Nakumatt 
Warehouse space utilization reduces expense of operating a warehouse and also 
generates revenue to the business if the excess space is to be leased out. Technology 
adoption of technology in warehouse also helps reduce on theft as monetization is well 
put in place. 
Stock-out always come as a result of unplanned order of stock and not being able to 
forecast on the market trend i.e. customer demand and supply base so that to be able to 
determine what to order or not to order considering when and where. 
Storing inventory always comes with certain risks that if not well managed they likely 
to cause occurrence of losses to retails store this cost include storage cost carrying cost 
and even cost due to spoilage and theft. 
Sometime determining amount of inventory to invest in may be challenging, but if the 
management can be able to determine consumption level of different products then this 
will be easy for them to tell amount of capital to be invested in certain product 
compared to other products in the market. It will be wise for retail store to reduce 
amount invested in products which are being disposed at a high rate at a loss with it 
having low demand. 
Operational framework 
 
 
 
 
 
Effective 
performance 
of Nakumatt 
supermarket 
Warehouse 
Space 
Stock-outs 
Inventory 
risks 
Technology 
Capacity 
Customer s demand 
Supply base 
Storage cost 
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2.7 Chapter Summary 
This chapter looks at theories relating to inventory control in this case the theory of 
constraint which basically helps one identify the constraint that limit an organization 
from achieving its core function. It also investigates on the existing resource on the 
inventory control including their application and the suitability of each to different 
organization scenarios 
CHAPTER THREE 
 RESEARCH DESIGN AND METHODOLOGY 
3.1 Introduction 
Under this section the chapter will show the methods and techniques that will be used to 
collect and analyse data during research. The research to be carried out is on enhancing 
effective inventory management to businesses. Areas to be touched on include research 
design, target population, types of data, sources of data, tools to be used to collect data 
and the sampling design to be used. 
3.2 Research design 
The research will use a case study. This design shows the analysis of the variables 
relevant to the subject under study because it will focus its attention on the individual 
study and not the whole population of small scale businesses. 
Inventory 
investments 
Carrying cost 
Consumption level 
Disposal level 
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3.3 Target Population 
The study targets the hundred employees, who are to include records keepers, supervisors 
sales people and the directors of selected Nakumatt supermarket lifestyle which is located 
within Nairobi (CBD). Primary data will be collected through questionnaires which will 
be the main source of data and secondary data will be used to assist the evaluation of data 
to be collected in the field. Data collected in the field will be tested and results will help 
to write a report upon completion of analysis. The table below shows population of the 
study. 
3.4 Sample size and sampling design 
The sample of the study will consist of employees from two from different 
designat ion of Nakumatt lifestyle supermarkets. A convenience sampling 
technique is used to select the sample due to proximity of the branches to the 
researcher. Sixty quest ionnaires were issued to each of the following 
departments or designat ions.  
DESIGNATION NO. OF QUESTIONNAIRE 
Managers                                  5 
Sales people                               20 
Finance & procurement                               15 
Store keepers                                  10 
Record keepers                                10 
Total                               100 
 
3.5 Data description and collection methods 
 
The study will use both primary and secondary data. The primary data will be collected 
through structured questionnaire administered on a drop and pick basis. The 
quest ionnaire will have two parts A and B which are open-ended questions. The 
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questionnaire is aimed at collecting data on awareness of inventory control as well as the 
level of application in the target population. The secondary data will be from published 
sources such as the journals, books and online available information. 
3.6 Data analysis method 
The data will be checked for accuracy and completeness of recording of the responses, 
this data will then be coded and checked for coding errors and omissions. The data will 
be single entered into a Microsoft excel packages. Once all the data would have been 
entered, it will be verified for accuracy and completeness of the entry. The data will then 
be run through the statistical packages for social science (SPSS). SPSS helps in 
summarizing the data by use of descriptive statistics such as tables and percentages 
and prediction for numerical outcome using linear regression. It will then be presented in 
form of pie chart, bar graphs and line graphs where possible. Data analysis provides 
an easy way of interpreting informat ion and hence arriving At more accurate 
conclusions. 
 
CHAPTER FOUR 
4.1 Presentation Discussion and Interpretation of Findings 
This chapter analyses the results of the three methods used which are questionnaires, 
interviews and observations in relation to research questions and objectives. The data 
collected are converted into more meaningful, useful and informative formats that are in 
the form of tables and figures. The data will also be expressed in the form of percentage 
and according to the suitability of the analysis itself. The findings must be relevant to the 
objectives of the research. If both data analysis and interpretation are not carried out 
properly, the success of the study cannot be assured. A total of 60 (sixty) questionnaires 
were distributed to managers and other cross functional members in different departments 
in different branches of selected supermarkets.  
34 
 
4.2 Presentation of the findings 
This chapter presents analysis and findings of the research, from the study population 
target of 60 out of 100 responded to the study, who were the respondents to the 
questionnaire, constituting 80% response rate. The total number of males is 36 
constituting 60% while the females’ number is 24 constituting 40%. 
 
GENDER NO. OF RESPONDENT PERCENTAGE 
MALE 36 60 
FEMALE 24 40 
 
Table 4.1: Respondent by Gender 
Source: Research Data 
The above table shows there were more males than females as represented by the chart 
below. 
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Figure 4.1 Gender 
Source: Research Data 
Table 4.2 Age of respondents 
Age  No. 
18-25 20 
25-35 25 
35 & Above 18 
 
 
60%
40%
GENDER
MALE
FEMALE
36 
 
 
Figure 4.2 
The above table and figure show that most employees in this supermarkets are aged 
between 25 -35 years followed by those age between 18- 25 and rest being 35 years and 
above. 
 4.3 Level of professional education of respondents 
The highest levels of professional educational qualifications of the respondents are 
presented in  
 
Table 4.3 and Fig. 4.3 below. 
 Diploma  Undergraduate Post graduate diploma  
Frequency 35 20 5 
% 50 40 10 
0
5
10
15
20
25
18-25 yrs 25-35 yrs 35 & above
37 
 
 
Source: primary data 
Figure 4.3: Level of Education of respondents 
 
 
 
The survey revealed that 8% of the respondents have post graduate qualifications, 58% 
have diplomas, and 42% have undergraduate degrees. The result indicates that 
respondents in this study were knowledgeable and hence would understand and 
interpret the questions. 
 
4.4 Length of relationship with the supermarket 
Table 4.4and Fig. 4.4below.  
Shows duration by which the employees has been working with their respective 
employers 
58%42%
8%
0
Education level
diploma
undergraduate
post- graduate
38 
 
Table 4.4 Length of relationship with the supermarket 
Time period 0-5 years 5-10  years >10 years 
Frequency 20 23 17 
(%) 33.3 38.3 28.3 
 
Source: Primary data  
 
Figure 4.4 Length of relationship with the supermarkets 
 
 
The study findings show that the majority, 38% of the respondents have worked in their 
organization for a period of 5 to 10 years, 33.25% have been related to the sector for  0-
5 years while 28.75% worked there 10 years and more,. The findings show that most of 
the respondents were related to the sector for a relatively short period of time.  
33%
38.30%
28.30%
0
Work Period
0-5 years
5-10 years
>10 years
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4.5 Standard lead time in supermarkets. 
 
The respondents were asked to give response on the standard lead time for products in 
their various supermarkets and below were their responses.  
 
Table 4.5 Standard lead time in supermarkets.  
 1-10 days 10-20 days 20-30 days 30-40 days 
frequency  10 40 20 10 
%  12.5  50 25  12.5  
Source: Primary data  
The information shown in table 4.3.0 above is graphically illustrated in fig 4.3.0 below.  
 
Figure 4.5: Standard lead time 
 
1-10 days 10-20 days 20-30 days 30-40 days
12.50%
50%
25%
12.50%
40 
 
The supermarkets lead time of 50% ranges between 14-35 days for receiving inventory 
from their suppliers. High lead time is as a result of importation of their raw materials 
from other countries like South Africa, Botswana, and Tanzania thereby increasing their 
lead time. In addition delays at border posts and customs houses and bureaucracy may 
be among contributing factors for longer lead times. This high lead time affect 
supermarkets performance and often associated with high risk and cost. The second 
group represents 12% of the respondents represent with lead times of 1-7 days. This 
implies that their supply chain have either inventory readily available or manufactured 
locally.  
4.4.1 The impact of inventory control on customer service of retail store 
The respondents were asked to give response on the impact of inventory management 
on customer service in retail stores and below were their responses. 
Table 4.4.1: The impact of inventory control on customer service  
Impact Disagree Neither 
disagree or 
agree 
Agree 
 freq  %  freq  %  fre
q  
% 
Time 
fulfilment  
20 25
%  
10 12.5 50 62.5%  
returns  20 25
%  
20 25%  40 50%  
pricing  4 0 50
%  
1 0 12.5
%  
30 37.5%  
 
Source: primary data 
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The information in table 4.4. 1 above is illustrated graphically in fig 4.4. 1 below 
 
 
Figure 4.4. 1: The impact of inventory control on customer service. 
The study revealed that 79% of the respondents gave in stock as a major impact on 
customer service. This implies that most of the supermarkets do not have an up to date 
inventory count at all times. Part of giving good customer service is giving accurate 
information even if the customer does not plan on making a purchase that day. By being 
able to give clients accurate inventory information, supermarkets improve their image 
and add one more element to customer retention. 92% of the respondents gave time 
fulfilment as impact of inventory on customer service. This implies that supermarkets 
do not have your popular items in stock and ready to instantly fulfil any customer's 
order.90% of the respondents gave pricing whereas 77% gave returns. This implies that 
most supermarkets are not willing to accept returned products from their customers. 
 
4.5.1 Average number of day(s) stock is stored before it is sold. 
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The respondents were asked the average number of days stock is stored before it is sold 
in supermarkets and below were their responses.  
 
 
Table 4.5.1: Average number of day(s) stock is stored before it is sold 
 0-10 days 10-20 days 20-35 days 
freque
ncy  
3 2 3 
%  37.5 25 37.5 
 
Source: primary data. 
The information shown in table 4.5.1 above is statistically portrayed in a pie chart 
below: 
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Figure 4.5.1Average number of day(s) stock is stored before it is sold 
 
Out 76 respondents, 62 % store and sell inventory between1 to 14 days from receiving 
it. This indicates that supermarkets are reliant on the supply chains of their suppliers for 
efficient service delivery to their customers. These may include the manufacturers of 
perishables and other goods with short shelf life. 16 % of the respondents store and sell 
inventory within an average 14 to 21 days. 13 % of the respondents store and sell their 
inventories within an average of 21-35 days whereas 9% of the total respondents 
reported that they store and sell their inventories for 35 and above days. These may 
include high value items such as doorframes, kitchen units and other goods with long 
shelf life and low turnover. 
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0
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0-10 days
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4.8.1 Inventory sourcing strategies used by retail stores. 
 
Table 4.8.1 and Fig. 4.8.1 below illustrate the findings of question 8 of the 
questionnaire which figures out the inventory sourcing strategies. 
Table 4.8.1: The inventory sourcing strategies used by supermarkets in Kenya 
Inventory sourcing strategies Agree Disagree Not 
sure 
Fr % Fr % Fr % 
Local 15 2 0 0 0 0 
Domestic 0 0 0 0 0 0 
Regional 28 53 10 21 0 0 
International 0 0 0 0 0 0 
Global 0 0 0 0 0 0 
Centralised 10 21 14 29 2 4 
Decentralised 12 25 0 0 0 0 
 
Source: primary data 
Fig 4.8.1: The inventory sourcing strategies used 
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The respondents’ findings show that the local and regional strategies were widely used 
as compared to regional and international sourcing strategies. Most of the stores sourced 
on the domestic market with 100% response rate strongly agreeing, followed by the 
local market with 88% strongly agreeing and 13% agreeing. However, sourcing 
regionally was followed by a majority of respondents 58% agreeing, 21% disagreeing 
and 21% strongly disagreeing.  
 
 
4.8.2) Impact of inventory control strategies on the financial performance of retail 
stores 
 
 
Source: Primary data  
Financial 
performance 
indicators 
Positive        Moderate Insignificant Negative 
Fr % Fr % Fr % Fr % 
Profitability 7 15 3 6 3 6 12 25 
Inventory costs 7 15 5 10 0 0 10 21 
Sales turnover 10 21 3 6 5 10 6 12 
Market share  0 0 12 25 0 0 10 21 
Market growth 0 0 8 17 0 0 10 21 
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Fig 4.8.2: Impact of inventory management strategies on the financial performance 
of supermarkets 
 
The research shows that an overwhelming majority of respondents were not satisfied 
with their financial performance measured by profitability, costs, sales turnover, market 
share and market growth as they were affected very negatively to a greater extend by 
the inventory control strategies with the supermarkets.  
4.8.4): The rationale for holding inventory in retail stores. 
The respondents were asked to give response on the rationale for holding inventory by 
supermarkets and below were their responses. 
Table 4.8.4: The rationale for holding inventory 
Rationa
le  
Agree  Neither Agree nor 
disagree  
disagree  
 fr  %
  
fr %  fr %  
predicta
bility  
3  4  4  5  5  7  
0%
10%
20%
30%
40%
50%
60%
70%
Profitability Inventory
costs
Sales
turnover
Market
share
Market
growth
Very strongly positive
Positive
Moderate
Insignificant
Negative
Very negative
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Unrelia
bility of 
supply  
2
6  
3
4  
0  0  0  0  
Price 
fluctuati
ons  
9  1
2  
7  9  0  0  
 
 
Source: Primary data  
 
 
 
 
The results show that the majority (100%) of the respondents suggested that 
unreliability of supply are their major reason for holding inventory. This can be 
attributed from the unreliability and scarcity of some items which are difficult to ensure 
a steady supply. 91% of the respondents gave price fluctuations are their major reason 
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for holding inventory. This can be attributed from the fact that exchange rates are not 
fixed and firms purchase raw materials and other components in large quantities to 
offset and changes in exchange rates. 84% of the respondents indicated predictability as 
their major reason for holding inventory.  
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CHAPTER 5 
5.1 Summary, Conclusions and Recommendations 
Introduction 
This study was designed with these questions in mind: 
To what extent has the adoption of inventory control led to success of businesses and 
what improvement can be done? 
How do we lower holding costs and carrying costs of stock incurred by supermarkets 
and maximize their profits? 
What challenges face adoption of effective inventory controls and also determining 
amount of capital to be invested in stock? 
5.1 Summary 
5.1.1 Extent of the adoption of inventory control t in retail stores: 
The researchers established that small scale businesses mostly used inventory control 
systems and mostly practiced accounting system and internal control system both by 
37.5 percent. Classification system and accounting system were least used because of 
time consumption, a lot of paper work involvement and changes in technology. 
 
5.1.2 Determination of lowering holding and carrying costs those supermarkets should incur to 
maximize profits:  
The researchers established that the business used storage facilities for storing stock. 
With these storage facilities the business incurred costs of storing stock and holding 
costs of stock. The business incurred transport costs relating to stock. This is the cost of 
carrying stock from the storage facilities to the business premises. 
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5.1.3 The challenges experienced in the adoption of inventory control system: 
From the research findings, it is established that supermarkets are facing various 
challenges. The businesses usually have difficulty in reconciling the systems that they 
use the failure of suppliers to supply goods on time, conflicting systems, theft, 
shoplifting and damages of stock by employees and customers. 
5.2 Conclusions 
From the findings in chapter four and the summary in this chapter, it can be concluded 
that majority of the organizations in small retail store practice inventory control system. 
It can be concluded from results that companies are adopting different types of 
inventory management ranging from classification system, internal control system and 
accounting systems.  
The types of inventory control system used were internal control systems and 
accounting systems which were both represented by 37.5% followed by the counting 
system which recorded 25%.Also, we found out that the objectives of using inventory 
management systems was to keep track of available inventory – as represented by 
62.5% of the respondents. Stock holding costs and stock carrying costs are incurred in 
businesses that deal with ready merchandise. This is evidenced by the existence of 
warehouses and stock transport means, shown by the storage and transport 
infrastructure represented by 62.5% and100% respectively. Stock holding costs and 
stock carrying costs are incurred in businesses that deal with ready merchandise. This is 
evidenced by the existence of warehouses and stock transport means. It can also be 
concluded that small scale businesses are faced with a number of challenges that bar the 
adoption of effective inventory control systems and which can be resolved by the given 
remedy actions. The research study reveals also that a number of further actions can be 
undertaken to achieve an effective inventory management systems. The actions are 
discussed in the recommendations of the study. 
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 5.3 Recommendations 
In light of the above, the following recommendations are made: 
Inventory control should be incorporated in all functions of an organization this is to 
ensure that the decision arrive at is inclusive and no function is left out. 
Inventory control should be driven by the line managers with the objectives 
of developing the systems all rounds 
Inventory control should be owned by all the employees for it to benefit the entire 
organization. 
Training the employees on ways of handling and managing inventory as well as new 
employees to help improve on the efficiency within system and also reduce on spoilage 
created by poor handling of stock. 
Training the managers on internal control systems to be adopted by the organization in 
the near future, this will help bring changes to come with time to help them see the need 
of adopting these changes. 
Laying out formal procedures of inventory management of effective inventory control 
so that that to help reduce on wastages of time. 
Making sure employees and management are involved in the stock management. 
Improvement of storage facilities to a avoid wastage caused by theft and damages on 
inventory kept in the warehouse for future use i.e. by installing cctv camera for security 
purposes. 
Setting clear inventory controls as well as account for stock on regular periods. 
Inventory documentation will enable the management in keeping updated inform about 
the stock in their warehouse this will easily them know when to make a new order or 
not. 
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Adoption of effective inventory control computer system. Improved technology in 
organization has now days become of essences as it reduces on unnecessary expenses 
such as manpower and rate of production or giving services 
 
The study of inventory control is a new concept, because inventory control is a 
new practice of management in the store and purchasing management. As seen in the 
background of this study, it is more practical in the western world than in Kenya and it 
has yielded good results. It therefore needs to be explored further in Kenya and clear 
practice put in place to ensure proper management of the stock for maximum 
productivity and success as in the western world. 
5.4 Limitations 
The respondent did not give full information on inventory systems in place in its 
organization and also the full role the systems play in enhancement of achieving the 
overall objective of the business, that is, what level of profitability is achieved, fearing 
exposing confidential information about the business to competitors who are many and 
are lined up along the same business 
 Areas for further studies as well as suggestions 
The research has revealed that there is inadequate use of the day technology. Further 
research is recommended in the following areas; 
Adoption of technology in the retail businesses, looking at how technology plays its role 
in growth of retail store business in Kenya and possibly what needs to be done in order 
to improve the current situation where by the technology is no well distributed in the 
management of businesses. There is more need to focus on the factors affecting the 
adoption of technology including infrastructure, education and many more given that 
technology has become necessary evil in management of businesses today 
A research study also need to be conducted on the impact of customer satisfaction on 
organization performance. This need to highlight customer needs in the services and 
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products being offered by an organizations. This should therefore help link up the 
relationship between inventory control and organization’s effort in meeting its 
customers need. 
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APPENDIX I 
Introduction Letter to the respondent 
Isaac Willington Songa 
P.O BOX 11246-00400 
 
Dear Sir/Madam, 
I am student at Management University of Africa and therefore writing my research 
project paper as fulfilment for the award of my degree in business management and 
leadership. I am carrying out a study on inventory control; as strategy for effective 
production business.  
Findings of this study are intended to give reasons for implementation of inventory 
control for organizations profitability. The success of this research will to a large extend 
depend the input I get from you and other respondents I therefore count on your 
support. Respond to all questionnaires as accurately and honestly as possible  
This questionnaire is designed for the purpose of this exercise only and therefore all 
information contained in there will be treated with confidentiality. 
 
Yours faithfully 
 
…………………. 
Isaac Songa 
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APPENDIX II 
Questionnaire 
 
Instructions to the respondent  
Please kindly answer the following questions by placing a tick   in the appropriate box 
provided in for each question that follows.  
b) More than one tick may be placed in response to some of the questions where it is so 
indicated.  
c) Please feel free to provide additional information or elaboration of your response to 
questions by way of commenting in the space provided below some of the questions 
that constitute this questionnaire. 
 
1)  Please provide the following details about yourself 
  
i) Gender 
Mal
e 
Female 
  
  
ii) Age group? 
18 to 25 years 26-35years 36-
50years 
Over 50 
years 
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iv) Highest level of education? 
Certific
ate  
Diplo
ma  
Undergradua
tes 
Post graduate 
diploma  
other 
     
 
 
 
 v) Please indicate period you have worked in these organizations? 
 
0 to 5 years 6 to 10 years 11 to 15 years > 16 years 
    
  
 More than one tick (√) may be placed from question 2 to 12. 
2) Which of the following can be considered a standard lead time in your organization? 
1-10 days 10-20 days 20-30 days 30-40 days 40 and 
above 
     
 
3) In your opinion what has been the impact warehouse space utilization on inventory 
control and customer service in your organization 
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 Impact SA Disagr
ee 
Neither 
disagree or 
agree 
Agre
e 
Strongly 
disagree 
Time fulfilment       
returns       
pricing       
In stock  
 
     
 
4) In your opinion what is the average number of day(s) stock is stored in warehouse 
before it is sold in your organization 
 
1-7 days  7-14 days  14-21 days  21-35 days  35 and above  
     
 
 
 
5) Which of the following inventory control strategies does your organization use? 
AB
C  
EO
Q  
JI
T  
M
RP  
ED
I 
VM
I 
Two 
bin 
syste
m 
Owner 
judgme
nt  
Other Non
e 
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6) If your answer was other/ none on question 2 please state the strategy your company 
uses for inventory management? 
……………………………………………………………………………………………
……………………………………………………………………………………………
……………………………………………………………………………………………
……………………………… 
7) In your opinion was there efficient control over inventory in your organization? 
 
Yes No 
  
 
8) What are the sourcing strategies used by your organization? 
Inventory sourcing 
strategies 
Strongly 
disagree 
Agree Disagre
e 
Strongly 
disagree 
Not 
sure 
Local      
Domestic      
Regional      
International      
Global      
Centralized      
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decentralized      
 
9) In your opinion inventory control strategies had an impact on performance of your 
organization  
Financial 
performance 
indicators 
Very 
strong 
positive 
Positi
ve 
Modera
te 
Insignific
ant 
Negati
ve 
Profitability      
Inventory costs      
Sales turnover      
Market share       
  
10) In your opinion what was the impact of inventory management strategies on cycle 
time. 
Order cycle 
time 
performance 
indicators 
Very 
stron
g 
positi
ve 
Positi
ve 
Mode
rate 
Insignifi
cant 
Nega
tive 
Very 
negati
ve 
Order entry time       
Order processing 
time 
      
Purchase order 
cycle time 
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Order entry time       
In transit time       
 
11 What are the challenges faced in the implementation of inventory control strategies 
by your organization? 
Shortage of skilled labour  
Poor corporate governance  
lack customer service surveys  
Lack professionalized inventory management  
Difficulty in accessing financial credit   
adversarial relationships with stakeholders  
Lack of inventory management policy  
Traditional inventory system  
Poor inventory techniques   
Resistance to change   
Inefficient in- house inventory techniques  
 
12) In your opinion what feasible recommendations resulting from the research study 
may be given for enhancing the efficiency and effectiveness of inventory management 
in your organization? 
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Professionalism and education  
Recruit expertise and employ staff on a merit basis  
Practice good corporate governance   
Outsource inventory management  
Make use of equity capital  
Collaborate with key suppliers  
Implementation of computerized inventory management tools  
Proper accounting and information systems  
 
 
 
 
